Rule of Law and strong legal systems are considered a pre-condition for sustained development. Their relative weakness in the under-developed world is considered as the main obstacle to growth. Strengthening Rule of Law and legal systems has, therefore, become a standard advice from the developing community. Pakistan, too, has witnessed a surge in demand for Rule of Law in recent years. Capitalizing on this domestically garnered mandate, this paper reviews the legal obstacles to economic growth in Pakistan.
[W]henever there is discretion there is room for arbitrariness… discretionary authority on the part of the government means insecurity for legal freedom on the part of its subject. (Dicey, (1914) .
"Rule of law as a concept seeks to ensure that government power is limited and that individual rights are protected. The essence of the rule of law is the sovereignty or supremacy of law over people and governments. The rule insists
that every person, regardless of position or status in society, will be subject to the law and will be dealt with equally. The rule of law is more than your regulation by law but a guarantee of freedoms, human rights and equal treatment before the law" [Watson (2003): 4] . [Tamanaha (2007) ]. Most research find it suffice to focus on the thin definition that there be law which is binding on all.
The success of the west is attributed to the emergence of constitutional governments and Rule of Law. For England, the Glorious Revolution (1688), which is considered as the landmark event that established the supremacy of parliament over monarchy, paved the way for industrial revolution through secured property rights (and contract enforcement), essentially by putting a check on the discretionary powers and predatory behavior of the monarchs [Dam 2006 ]. Below we discuss this link between Rule of Law and growth.
Rule of Law, Legal Development and Economic Growth
"Modern economy needs effective laws to promote cooperation among people" [Cooter (1996): 5] "When the rule of law is undermined, both the economy and the whole system grows sick." [Ruli (1999) Though economic growth may not be the goal of law 3 , but there is no denying the fact that growth is conditioned by the legal structure.
While conventional neo-classical growth models assumed an "institution free" economy, it has become very clear now that growth occurs in the context of given institutional environment 4 .
Specifically, recent research in this area highlights the importance of well-specified and enforced property-rights and contracts for economic growth, without which people will not be "lured" into economically productive activities [North (1990)] 5 . But specification and enforcement of property rights and contracts requires an efficient and impartial legal 3 This point is hotly debated in the legal fraternity, where the opinion is divided over considering economic growth as a concern for legal system and posits that the basic purpose of any law is to provide justice and protect the fundamental rights of individuals [see Cross (2002) ]. 4 See Hasan (2007) for a review of evidence in this regard. 5 "economic growth will occur if property rights make it worthwhile to undertake socially productive activity" [North and Thomas (1973: 8) ] [Watson 2003] system. Quick and fair dispensation of justice is necessary for investors to feel secure in possession of their properties and investments.
There is overwhelming evidence from around the world that legal rules affect economic growth 6 . Research has particularly sought to understand the impact of property rights (and contract enforceability), of government regulation, and judicial independence on market development and economic performance. Differences in legal systems cause different political and economic outcomes [Glaeser and Shleifer (2002) ]. Evidence suggests countries with legal systems derived from Roman civil law have more interventionist governments than those that have roots in the more flexible "judge-made" common law system. Consequently they offer less secure property rights, worse regulation; and inefficiencies in terms of bureaucratic delays and little tax compliance [La Porta, et al (1999) ]. Further, civil law countries are subject to judicial delays, corruption, and unfair judicial decisions ].
Number of studies have also found a positive relationship between freedom and growth [Ali and Crain (2002) , Alan and Chase (2005) , Berggren (2003) , Cole (2003) , Farr, Lord, and Wolfenbarger (1998) , Grubel (1998) , Gwartney and Lawson (2006) , Norton (1998) In a series of papers, Djankov, Glaeser, La Porta, Lopez-de-Silanes and Shleifer (2003) , Shleifer (2002, 2003) and La Porta, et al. (1997 have stressed the importance of legal system for growth.
The graph (Graph 1) depicts that countries where Rule of Law prevails have higher income 7 . Much evidence supports the proposition that 'Secure property rights' and 'Rule of Law' induce economic growth [Acemogle, Johnson, and Robinson (2001 , 2005a , 2005b , Rodrik, et al. (2004) , Rigobon and Rodrik (2004) Easterly and Levine (2003) and Kaufmann and Kraay (2002) . Greif (1989 Greif ( , 1993 Greif ( , and 2003 and Greif, Milgrom and Weingast (1994) for problems related to impersonal exchange and role of institutions in solving them. and individual and corporate prosperity follows." [Watson (2003) : 4]. Rule of Law provides guarantee that these disputes would be settled efficiently and fairly. Essentially, establishment of larger markets and prospects of long-term contracts are difficult if legal rules are not clearly defined and consistently applied [Buscaglia (2000) ].
Development of markets is
Capital markets play a pivotal role in the economic development of societies as they serve as a conduit between investors and those who save 9 . World over, equity marketing has become a major source of external finance for the corporate sector. Rule of Law and Judicial Systems An independent, impartial and efficient judiciary is imperative for rule of law and a peaceful, ordered society. In its ideal form the (legal)
"machinery consists of competent, ethical, and well-paid judges who administer rules that are well designed for the promotion of commercial activity. The judges are insulated from interference by the legislative and executive branches of the government. They are advised by competent, ethical and well-paid lawyers. The judges are numerous enough to decide cases without interminable delay, and they operate against a background of rules and practices...that enables them to resolve factual issues relating to legal disputes with reasonable accuracy and at reasonable cost to the disputants [Posner (1998) ]. The judicial system must ensure that judges are independent of the executive control and influence of the powerful elites, and are not susceptible to coercion (threats and violence) by the litigants. Feld and Voigt (2003) have found a positive association between de facto judicial independence and economic growth.
The Pakistani Context
With this discussion in mind, we turn to the case in point -the inter-linkages between legal development, or lack of it, and growth in Pakistan? But, first, let us see how (Fig. 1) . This indicator 'measures the extent to which agents have confidence in and abide by the rules of society' (Kaufmann, Kraay and Zoido-Lobaton, 1999) . Even within South Asia, it does not fare well vis-à-vis its competitors (Fig. 2) , except for Afghanistan which has been experiencing a war since 2001. 
Legal System and Economic Growth in Pakistan
11 They argue that the elite influence and state capture accounts for Latin America's poor institutional development despite economic growth. Economies grow as markets expand, and development of markets hinges on a well developed legal system, which ensures that property rights are recognized and contracts are enforced. However, cost of enforcing contract and securing property rights are still high in most developing countries, hampering investments and savings as well as markets [Buscaglia (2000) ]. Likewise, markets are not well developed in Pakistan. With regards to credit market, the major issue in asset based lending is collateral requirement. A large chunk of the capital is in the form of land which can be reliable collateral. Problems arise since land records are complex, inaccurate, and unclear, and allow significant room for manipulation [Kardar (2007) , Khan (2006) , Qazi (2006) annual as compared to 9.3% for the MNCs]. This structure of family-based corporations makes them wary of any reform, due to dilution of control over companies and disclosure requirements, and the result is illiquid and inefficient markets in Pakistan. Protection of minority shareholders is an important principle of the corporate governance code.
General provisions for minority share holders include: Right to attend and call Annual General Meetings and Special General Meetings; voting rights (one share-one vote, proxy voting); right to claim dividend; judicial recourse in case of grievance; and rights related to divesture and transfer of shares. Weak corporate accountability of controllers, however, is not because of inadequate legal rules but due to the weak enforceability of these rules [ibid] . The World Bank in its assessment of the corporate governance in 13 Of the 51080 registered companies only about 800 are listed on the stock exchange. 14 Percentage of family members on the board of directors is as high as 53% for the non-textile sector, and 32% for the textile sector.
Pakistan also concludes that the extensive use of pyramiding by family businesses, interlocking directorships combined with high thresholds to initiate corporate actions undermines effective protection of minority shareholders [World Bank (2005) ].
Good corporate governance contributes to sustainable economic development by The judicial system in Pakistan faces problems of efficiency, transparency, accountability, independence and lack of human, financial and technical resources.
Massive backlog, long delays and expensive litigation has diminished public trust in the justice system [Chaudhry (2007) ]. Meddling of the executive in the affairs of the judiciary, lack of clarity and transparency in the appointment of judges, judges' tenure, insufficient resources and case delays are important hurdles in the way of an efficient and impartial judicial system [Blue, Hoffman and Berg (2008) ]. There are a number of laws (inheritance laws, rent laws, tenancy laws, preemption, oral gifts) that produce litigation.
Courts are choked because of these litigations [ibid] . Long delays in the judicial process are yet another problem. Loopholes in the system promote litigation and cause delays.
There are no meaningful cost sanctions (culture of not appearing before courts). As a result huge assets are stuck in the legal systems, with serious implications for market transactions [Hasan (2006) ]. Procedural reforms like daily reporting of cases and automation can have a positive impact on court efficiency and have been an integral part of the Access to Justice Program of the Asian Development Bank [Armytage (2003) ].
The quality of legal education has also degraded overtime due to the mushroom growth of law colleges, which often disregard the rules that have been set by the Pakistan Bar
Council [Government of Pakistan (2006)]. These declining standards of legal profession are a major factor in the weak judicial system in Pakistan. There is a perception that recourse to the legal system appears as an unfavorable and unattractive option for the 
Taking Stock, Looking Ahead
There is overwhelming evidence from around the world that economic growth is conditioned by the legal setting. Markets thrive in an environment where property and contractual rights are protected and enforced, and disputes are resolved efficiently by the judicial system. An independent, impartial and efficient judiciary, which protect the fundamental rights of the citizens, and to limit the discretionary powers of the state, is imperative for Rule of Law and a peaceful, ordered society.
In Pakistan, legal system poses substantial impediments for the growth process as well for the development of markets. Our land, equity, and credit markets face several inefficiencies on account of weak laws and legal infrastructure. Removing these obstacles can unleash the growth potential of the economy. Reforming our judicial system is even more important for guaranteeing fundamental rights of the ordinary Pakistani citizen.
'Law and Economics' is still an underdeveloped and little researched discipline in Pakistan. Scattered research exists that looks at various dimensions of legal development and growth, but there is a need to bring it under the umbrella of a larger research initiative on 'Law and Economics'. This paper has sought to pioneer this effort. It was not the purpose of this paper to do an exhaustive research, but to set a research agenda for understanding the linkages between legal system and economic growth in Pakistan.
Policy input from carefully investigated issues in future would be a welcome respite.
